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“REVIEW OF JANUARY 1950 FORECASTS” 


Korean incident are certain tohave some effect on the realestate andconstruc- 

tion industries. A corollary to this conclusion is that the more drastic military 
action we are forced to take the more drastic will be its effect on the real estate 
business and on the country as a whole. 


]« is a foregone conclusion that the future course of events springing from the 


This bulletin, reappraising our January forecasts and attempting to project 
them through the next six months, is therefore made most difficult by the fact that 
the country has resumed open warfare and the fact that no one knows where it will 
lead, Consequently, our new forecasts will assume that whatever trends are set in 
motion by our participation in open warfare will continue for some time. We there- 
fore believe that the changes in these trends will be changes of degree rather than 
changes in direction, and that the trend line will become more or less steep as the 
intensity of our war effort increases or diminishes. 


Below are our forecasts as they appeared in the January 1950 Trends Bulletin. 
Each forecast is followed by a comment upon its accuracy thus far and a brief state- 
ment setting forth our guess on the outlook for the balance of the year. 


“Strong during early part of year. Probably will turn 
REAL ESTATE ACTIVITY down once more during closing months of 1950.” So 

far this year real estate activity has been booming, 
and each month generally has been better than its preceding one. Even without Korea 
we think that real estate activity would have turned down before the end of the year. 
The down turn in activity now seems definitely assured, but we still expect real 
estate activity to close out 1950 at a good brisk clip and to continue above normal 
well into 1951. Severe economic or fiscal controls could hasten the decline, but so 
far there is no distinct indication that measures stringent enough fo collapse the 
real estate market will be enacted. 


We would like to touch upon one point concerning the present high level of real 
estate activity. We have mentioned before that this resurgence of activity which 
began about a year ago is being powered upward largely by the construction and sale 
of new dwelling units. Some of our subscribers have called our attention to the fact 
that in a boom of this type the average small real estate brokerage office does not 
enjoy anything like the high level of activity indicated by our index. We have pointed 
out before that the large operational builders handle most of their own sales or list 
a substantial block of new buildings with one brokerage office, and that consequently 
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this higher real estate activity is concentrated in relatively few of the larger organi- 
zation 


“Most scarcity premium will be gone by year’s end. 

Expect slow decline.” Higher prices of new residen- 

tial properties reflect higher construction costs rath- 
er than scarcity premium, In virtually all sections of the country our housing 
supply is very nearly in balance, although vacancies are far below normal. What- 
ever scarcity premium that remains will probably be gone by year’s end. As for 
a slow decline in real estate values we believe that this decline will apply more to 
older buildings. The younger a building is the less it will decline in value, and these 
declines may be slowed or arrested entirely by new inflationary rises. The new 
buildings may also experience a rise due to climbing construction costs. 


“Good possibility they will die. If retained, they will 

be modified.” Unfortunately the possibility did not 

develop and rent controls are still very much alive. 
However, they were modified to require individual communities to ask for continua- 
tion of Federal control after December 31. We believe that most city administrations 
will find it more expedient to deal with this problem via remote control, and expect 
the majority of them to request continued direction by the Housing Expeditor. It 
therefore seems that owners of controlled property will face a continued fight to 
rid their buildings of Federal control, and this fight will not be made easier by the 
recent darkening of the international picture. The danger of more inflation will 
give the proponents of rent control a potent (although illogical) argument for con- 
tinuing controls so long as the threat of war remains, and it may be with us for 
some time to come, 


“At present level or higher for at least first six 

months, Any steady decline is anticipated for lat- 

ter part of year.” Mortgage activity has been at 

a very high level ever since the first of the year. 

s recent declines have been so minute that they could be called a leveling off. 

» President has asked for tightening of credit on home loans, and this move is 

certain to cause a decline in residential construction and in home financing. We 

don’t know just how much the government intends tightening credit, but our guess 

is that it will not require much to cause a noticeable drop in mortgage activity. 

There may be a brief spurt of activity resulting from applicants trying to beat the 

deadline, but the trend for mortgage activity for the balance of the year will in ali 

probability be down. This certainly does not mean cessation, As in the case of 

real estate activity, we believe the mortgage business will maintain a brisk pace 
for the next six to nine months. It simply will not be a feverish pace. 


“Slow increases. But the end of 1950 will see fore- 

closures still at a very low ebb.” So far in 1950 

foreclosures have increased very slightly. If we 
unde: 1 period of new high inflation, the foreclosure rate will begin to decline 
and many questionable, or borderline loans will be given a reprieve. If we do not 
have a severe inflationary jolt, foreclosures will probably level off for a few months 
and then resume their slow climb. 
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“Competition and government action will keep them 

low despite increasing risks.” It is highly improb- 

able that the government will allow interest rates to 

rise during the foreseeable future. The various gov- 

ernment agencies and the administration have been committed to a policy of low 
interest rates for nearly two decades. We doubt that Congress will have the eco- 
nomic insight or political courage to raise taxes by a sufficient amount to offset 
Mr. Truman’s request for 10 billion dollars. We also doubt that the deficit will be 

| wiped out by curtailment of spending projects already authorized, It therefore seems 
| to us that the 10 billion dollar increase in arms appropriation will result in more 
| government borrowing. Therefore, with interest payments already going out on 
more than 250 billion dollars and additional borrowing in immediate prospect, the 


government will surely do all it can (which is considerable) to keep interest rates 
iow. 


“More increases, of course.” Probably no safer 
forecast was ever made, It’s so safe we will even 
make it for 1951. 


“Percentage leases will favor tenant for probably 
the next several years. Fixed amount leases will 
favor owners.” A percentage lease is generally a 
good hedge against inflation for the landlord. When we made this remark about per- 
centage leases favoring the tenant for the next several years we were looking for- 
| ward to a period of slowly dropping gross sales. It is too soon to tell how retail 
sales are to be affected by our increasing defense program. We are almost certain 
| to experience some price increases. On the other hand, sales volume in some lines 
may suffer from falling consumer production. Later on when the magnitude and 
cope of our defense program becomes more apparent there will then be some in- 
dication as to what to expect from gross sales in various retail lines. Just as a 
rut we would say that food sales will probably level off and perhaps climb some- 
what in the next few weeks due to nervousness on the part of housewives. However, 
if the war scare and fear of rationing dies down, there is no reason for food prices 
to rise. There is an abundance of food, our agricultural capacity is high and the 
igricultural economy is strong. There is no foreseeable need of food rationing and 
no basic reason for higher food prices. Automobile and appliance sales will in all 
probability decline at least for a few months, Steel must be diverted to defense pro- 
duction, and this means less steel for consumer goods. There will probably be some 
price increases, but in most cases they will not offset the declines in gross sales 
due to lower volume, 





We have recently helped some of ourclients work out leases based on the con- 
sumers’ price index, This type of lease cannot be favorably applied in all cases, 
but it can frequently help the landlord minimize the loss in purchasing power of 

| this rental income. We will be glad to hear from any subscribers who are interested 
in learning more about this type of lease. 


“Down about 5% to 10%. Probably in the neighbor- 
CONSTRUCTION VOLUME _ hood of 900,000 to 950,000 nonfarm residential units 
for 1950.” It looks as if we have missed again on 
this forecast. This is two years in a row, and is somewhat embarrassing. There 








309 








REAL ESTATE AND GENERAL 


> > + > + . 














- + - = an Eee. yr ahr wpe > 
MORTGAGE ACTIVITY INDEX. _}” * 
USE ist SCALE AT RIGHT Ue ~ aeiigl 23393 

r T T -—7 T 4 > —~ 





[WA 





t 





| j 
Jf 
. 











fs 
e | 


ah 


| 























| dines 4 4. s 4 
~-NO. NEW DWELLING UNITS 
BUILT PER YEAR PER 1,000 FAMILIES 
NON-FARM ANNUAL FIGURES 
T VSE 3ap SCALE AT RIGHT 











2 BUSINE SS BOOM 


4 


ul | | | ae 
iJ’ WHOLESALE PRICE INDEX 
USE 31 SCALE at RIGHT 


+ r y 7 — 





| 
ot 


"FIRST WORLD WAR | 





} I | USA 


i i i i L na 
4 + 6 "17 18 19 920 ‘21 ‘22 ‘23 ‘24 1925 ‘26 ‘27 





oS 


—s 


~ 48.5 
































































































































A 937 
ROY WENZLICK & CO | ° 
INDICATORS oui? Di rte J |§ 
nti AST | eee na : : . 4 
mee - 6/ a *. 
| | i | te 
' ; ; 4390 
R AL ESTATE Suen 
use SCALE AT LE | | 
WA et 1 ot 
R | e 
+ ;, t 4330 
4 Ve _ } 300 
BUILDING cosT ~ P 
a & iN * aT +h r ali #403 
- USE 26 “SCALE AY fice + a 270 
| ae deat aoe Gar oe 
-=>3- 240 
7 ha al 10 
+ + ! 
AY as 5 
t } 4180 
—4 150 
pt | | |... 
wae _ . 90 
— r 
; | N ae: oa + 60 
Lah ps OWELLING UNITS 
i, se stl 
+ = t+ 4 4 » 
Prruin “s ‘a oo 
4 = + i i i rs) 
| 
410 | e 
— ++ + + 4 
GENERAL BUSINESS ACTIVITY a | | #3 
CALE AT coe | | +309 5f 
+ f 
5 a 
— — —+4 160 
j si 
, = +4140 
; 120 
ot 
' _+—_—_ 
e WHR ESALE Prces | | Tt } 100 
; | 
r 
= Vobotat + — | 6 
| 
> > + 7 t 4 60 
+ + 4 4 +——_— —_——4 40 
> + ~ ames Sag 20 
SECOND WORLD WAR | T 
| i} | USA | COPYRIGHT ated 
6 37 38 39 1940 4! ae ‘43 ‘44 1945 ‘46 ‘47 ‘46 ‘49 1950 ° 





35 


30 


25 


20 











311 











emote chance that credit will tighten sufficiently to make this a correct fore- 
cast, but if it does we would not have the nerve to take credit for guessing correctly 
last January. 


“Generally speaking, sell. Particularly if interested 

in capitai gain,” Prior to June 25, 1950 (« D” Day for 

North Koreans) we would have repeated this advice. 
Now we would not move too quickly. We still think that most real estate values will 
deciine, but feel it prudent to wait and see what inflationary trends set in during 
the next few months, In the July *As I See” Bulletin Roy Wenzlick discusses the 
possible future values of various types of real estate more fully. 


“If you’ re waiting for a bigdrop inconstruction costs 

- soon - you'll probably be disappointed. If family 

wants a home and can afford to pay for it, buy it.” 
This is probably still true. Construction costs are inching up, not down, Asa 
matter of fact, construction costs in the St. Louis area rose to an all-time high 
this month. These peak costs on four types of single-family residences are shown 
on page 313 of this bulletin, 


“Will have good first half year but will find greater 

temptation both toward overoptimism and ultracon- 

servatism, Tryto steer a middle-of~the-road course 

but when in doubt be conservative. Government loans are growing less sound with 
each session of Congress, but they are guaranteed.” Mortgage lenders have had a 
«i first half year for the most part, and, as we have intimated before, they 


will do very well during the second half. Curtailment of credit will still leave e- 
nough to keep the real estate and construction industries moving ahead at a good 
pace during the next several months. The loans that are made during the period of 


tightened credit will for the most part be sounder loans, and a higher percentage 
f them will be of the conventional type. 


“Watch local building trends very closely. Also pay 

strict attention to new legislation on housing. New 

constructionin some areas will slump badly.” There 

is a strong temptation for dealers to stock up on 

materials, and in some cases it may be wise to yield to it slightly. How- 

e dealers serving residential builders may find themselves overstocked 

er credit is tightened. No general staiement can be made regarding the 

e for retail material dealers because virtually each community will pre- 

pecial problem. We would recommend that building material dealers each 

their markets carefully in order to estimate the impact the curtailment of 

redit will have on this market. For example, if a dealer is serving a 

ip of contractors building small homes requiring little or no down payment, 

in be virtually certain that the output of these contractors is going to drop con- 

iderably. On the other hand, if the dealer is selling mostly * over-the-counter” 

merchandise for repair jobs or for use in alterations, his business should hold up 

pretty well and may even increase. Each dealer will have his own individual prob- 

lem to solve, and he should think about it seriously before rushing pell-mell to 
place orders for large amounts of more stock, 














INCREASES IN BUILDING COSTS SINCE 1939 


(SAINT LOUSB) 
july 1950 


SIX-ROOM BRICK HOUSE 

(FRAME INTERIOR)* 
Content: 23, 100 cubic feet 

1, 520 square feet 

Cost 1939: $ 6,400 

(27. 7¢ per cubic foot; $4.21 per square foot) 
Cost today: $15, 090 

(65. 3¢ per cubic foot; $9.92 per square foot) 
INCREASE OVER 1939= 136% 


FIVE-ROOM BRICK VENEER HOUSE* 
Content: 24,910 cubic feet 
1, 165 square feet 

Cost 1939: $ 5,440 

(21. 8 per cubic foot; $ 4.67 per square foot) 
Cost today: $13, 345 

(53. 6¢ per cubic foot; $11.45 per square foot) 
INCREASE OVER 1939=145% 


SIX-ROOM FRAME HOUSE* 
Content: 25, 376 cubic feet 
1, 650 square feet 

Cost 1939: $ 5, 894 

(23. 2¢ per cubic foot; $3.57 per square foot) 
Cost today: $14, 937 

(58.9¢ per cubic foot; $9.05 per square foot) 
INCREASE OVER 1939-1534 





6-ROOM CALIFORNIA BUNGALOW - NO BASEMENT 
Content: 12,119 cubic feet 
992 square feet 


Cost 1939: $3,117 

(25. 6 per cubic foot; $3.14 per square foot) 
Cost today: $7, 784 

(64. 2¢ per cubic foot; $7.85 per square foot) 
INCREASE OVER 1939= 150% 


*Costs include full basement. 
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We are inclined to agree with Mr. Herbert Hoover that now is no time for name 
calling or attempting to fix the blame for the nation’s dangerous and embarrassing 
position. North Korea has sounded a warning, and provided the Western Democracies 
with what may be their last opportunity to mobilize their overwhelming economic, 
spiritual and military forces. From the Russian viewpoint history may record the 
Korean invasion as one of its greatest military blunders. 


Regardless of what happens in Korea, our battle with the Russians has been 
joined. It is impossible to guess its intensity, its duration or its outcome. At this 
time we are neither optimistic nor pessimistic regarding future economic trends, 
but as national decisions are made and executive orders are issued we will do our 
best to report their probable impact on the economy in general and the real estate 
field in particular. 











